
































































































































































































































































































































Table 3.47

TOTAL FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES
BY PHA SIZE AND REGION

EMR-Based Payment Formula After One Year

PERCENT DIFFERENCE

PROJECTED PROJECTED
CAPITATED PES + CGP .
(mullions) (mllions) (mllions)

Extra-Large PHAs $2513 F24208 {31953 1RR%) {11.6%3
Northeast 985 1,123 £137) (12 2%} (34,193
South 437 450 a3 £2.995 7%}
Central 423 333 (iR {125 24.1%)
West tho 88 &8 &9.7% £5.6%

Large PHAs Shidd N 51,164 _{&1?} L%y (5693
Northeast iy 430 {68y | (18.5%) {25.8%%
South #TE 467 bz Q7% I3.8%)
Central 134 .41 | Gh {8 £22.8%)
West 2% 143 74 S52.3% A8.0%

Medium PHAs §138 $382 $157 263% 1.3%
Northeast 143 129 i6 12.1% 5 8%
South 54 218 34 20.9% E56%
Central 52 k42 1% - 6.8% 14%
West j3iiig 6l &8 6407 B2 6%

Small PHAs sonr $881 »19 22% £3.39%)
Northeast ERE 142 12 8.3% 3 7%
South 443 437 & F A% 4.2%;
Central 3.0 260 13 {5.8%) {12.2%)
West )33 162 i3 12.6% T 5%

Total PHAs #4797 4838 {539 (0.89%; (4.5%)
Northeast 1356 1HEF {171} 9.9 {13.0%}
South $/404 Rzl 4G 28% 2 3%)
Central 946 1,098 £1523 {13.9%) 1R.4%)
West 601 446 | 245 54 9% 56 3%

* Capitated payments replace operatng and accrual modermzation fundng, backlog modermzation funding allocated by CGP

4% Firom Table 3 38
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LOSS OF LOS

Table 3.48
DISTRIBUTION OF PHAs BY PERCENT CHANGE IN FEDERAL PAYMENTS
BY PHA SIZE

FMR-Based Payment Formula After One Year*

S LOSS GAIN/ GAIN GAIN GAIN OF
MORE OF OF LOSS OF OF MORE

PHA SIZE THAN 25% 25 - 11% 10 - 6% - 5% 6 - 10% 11 - 25% THAN 25% TOTAL

Extra-Large PHAs G 3 1 4 3 3 3 23
)]

Laige PHAs 33 13 1 15 § 19 47 131
N

& Medwm PHAs 45 3% 13 19 0 36 115 965
Ny

Small PHAs L0R7 33 113 195 88 223 95 2,834
™

All PHAs 1,153 398 138 253 108 275 Q506 3,353
™)

¥ Capstated payments replace operatmg and accrual modermization fundmg; backlog modernization funding allocated by CGP,



Although most PHAs would receive increased funding as a result of vacancy reductions expected
during the first year of a caprtated system, more than half would still fall at least 5 percent below
their curtent funding levels. Specifically, after a year under a capitated system, 1,689 PHAs
would fall more than 5 peicent below estimated funding levels for the cuirent system, while
1,331 would end up more than 5 percent above cuirent formula levels.

After one year undeir a capitated funding system, annual per umit fedeial funding for
public housing would average approximately $3,751 -- $31 less than predicted under the current
formula system.”” As shown 1n Table 3 49, the only significant losets would be extia luge and
large PHAs 1n the Nottheast and Central regions. PHAs m these categories would recerve
approximately 12 to 21 percent less per unit after a year under a capitated system than under the
current formula system. The effect of PHA size on winnets and losers continues to strongly
influence the regional funding distribution  The West largely benefits with a minimal ncrease
for the South and a dechne for both the Northeast and Cential 1egions.

Capitated Funding After Five Years The sumulations of capitated funding outcomes after
five years are based upon fairly optimistic assumptions regarding the rate at which PHAs will
be able to bring vacant housing umts back mto full occupancy, mcieasing the number of
households served, and correspondingly, incieasing fedeial funding levels. Given these
assumptions (which mciease the number of households living in public housing by about 51,400),
the sumulations suggest that afte: five years, an FMR-based formula system supplemented by
backlog modermization funding would yield total funding levels 10 percent above estimated levels
for the current PES and CGP system. As illustrated in Table 3 50, total fedeial funding for PHA
operations and modernmzation would reach $6.1 bilion under the capitated system, compated to
estimated funding levels of $5.6 billion under the curient PFS and CGP system. PHAs 1n almost
every size category and geographic region would receive more funding after five years of
capitated payments than under the existing system. The only exceptions are laige and extra large
PHAs m the Northeast and Central 1egions, which would still fall short of projected funding

under the current system by 4 to 11 percent Regional funding patterns follow these findings as

B it1s important to note that these results are reported on a per unst basiz  Since the capitated system 15 expected to reduce vacancies

(thereby mncreasing the number of households served), and sinee 1t provides funding on a per household basis, the funding avalable for
a fixed number of umts ncreases
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Table 3.49
AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES

BY PHA SIZE AND REGION

FMR-Based Payment Formula After One Year

PROJECTED PROJECTED PERCENT DIFFERENCE
CAPITATED PES + CGP
FORMULA* FUNDING DIFFERENCE CURRENT BASELINE=*
Extra-Large PHAs 34,847 .51 B4 B3 {11.6%3
Northeast 4 555 5£9§ {6454 (12 2% LI
South 4443 £5%% {135} Q04X {71%}
Central 51258 6501 {1,378) 128 2% (24.1%)
West 7441 #,385 3,054 65T 68 0%
Large PHAs $3.504 $3555 $hd) {1.7%) (6.655)
Northeast 3300 2,054 (758} {I8.5%) 125 8%
South 3435 &M 23 D% £5 8%}
Central 2080 3,584 {604} (6.8%) (22 8%
West 5,783 3,796 1087 52.5% AR %
Medium PHAs $3.663 $2.887 $777 289%: 21.5%
Northeast 3210 2863 347 21% S.6%
South 3,250 2688 A2 2009 BA%
Central 3292 3082 2% 6 8% 1.4%
West 5818 3,119 2699 Bhp% B20%:
Small PHAs $2.623 $2.567F 354 2.2% (33%)
Northeast 2,769 2556 213 4.3% 3%
South 2544 2308 16 14% L4.5%5
Central 2213 2348 {13&) {5.8%) {12.2%)
West 4478 3424 57 12 6% 7 9%
Total PHAs 83,751, $3,782 Gan {080 H.9%)
Northeast 3943 4376 {#33) 92%) {13.0%
South 328G 3208 w2 5% {23%)
Central 3438 3,982 53 (13.9%} {18.4%)
West A3 2683 208 54.9% S03%

* Capitated payments replace operatmg and acerual modernzation fundmg, backlog modermzation fundmng allocated by CGP

*% From Table 3 38
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Table 3.50
TOTAL FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES
BY PHA SIZE AND REGION

FMR-Based Payment Formula After Five Years

PROJECTED PROJECTED PERCENT DIFFERENCE

CAPITATED PES + CGP

FORMULA* FUNDING DIFFERENCE CURRENT BASELINE=
(millions) (mullions) (milbions)

Extra-Large PHAs $2.361 $2554 $7 £1.3% {31,653
Northeast 1.23% 13601 65 5% 114,303
South 573 323 35 16.5%: 1%
Central 351 g E£223] LEO099%) 24 1%
West = TRE 113 & TR HI5%:

Large PHAs $147 $1,346 iz g4 {569%5)
Northeast 3456 382 26% 6.9%) 123 8%
South L Ed 346 0 1.2% [3.8%}
Central 244 255 A (3.6%3 (2T 8%)
West 57 1468 9 55.0% ARE%

Medinm PHAs Fon $o78 258 38.0% 1.5%
Northeast 187 130 37 24.7% S
Seuth 32 243 H 323% Pa%
Central 193 164 25 YLA% 1A%
West 239 3% 112 OLT% 3241%:

Small PHAs $1,178 $L,0¥9 3157 15.4% (1.3%)
Northeast n3 163 38 23 2% 3. 7%
South 573 S5 s H2% 4. 2%
Central 231 323 4 BA% {229}
West 148 j ¥ 2 24 0% 5%

Total PHAs $6,138 $3,592 $544 47% 4.9%)
Northeast 1382 1,998 {15y 10.8%) (12.0%)
South 24873 1808 265 14.6% £2.356%
Central 1.24% 1,276 i) (2,395 (IRA%Y
West B4 L914) 324 82.8% F0.3%

* Caputated payments replace operating and accrual modermzation funding, backlog modernization funding allocated by CGP
*¥ From Table 3 38
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the Northeast and Central regions lose mimimal funding while the South’and West show moderate
and substantial gains, respectively.

Table 3.51 presents the number of PHAs that would receive funding below current levels
after five years under a capitated system, and the nomber that would exéeed current funding
levels. Most PHAs would continue to receive mcieased funding as a result of vacancy reductions
assumed to be achieved over five years of a capitated system, and as a result, slightly more than
half (52 percent) would receive at least 5 percent more funding fiom the federal government than
under the current formula system. In fact, over half of PHAs 1 every size category would
benefit under this system, assuming that they were able to achteve steady vacancy reductions.

After five years of a capitated funding system, average annual federal funding pef— unit
of public housu-xg would be approximately $4,798 -- $425 above the average estimated under the
current formula system As shown in Table 3.52, every category of PHAS would experience
higher per unit funding levels, except extra large and large agencies 1n the Noxtheast'and Central
regions. PHA size no longer appears to be a significant determinant of relative outcomes,
although PHAs 1n the West continue to fare better relative to the status quo than PHAs‘ilq any
other region. Funding per unit for Northeastern and Central PHAs would &echne by 1 and'~'2
percent, respectively. Southern and Western PHAs would show a 15 and 63 percent incréase,

respectively. Again, these regional findings generally reflect the effect of PHA size.
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Table 3.51
DISTRIBUTION OF PHAs BY PERCENT CHANGE IN FEDERAL PAYMENTS
BY PHA SIZE

FMR-Based Payment Formula After Five Years*

LOSS OF LOSS LOSS GAIN/ GAIN GAIN GAIN OF

MORE or OF LOSS OF OF MORE

PHA SIZE THAN 25% 25-11% 10 - 6% +- 5% 6-10% " 11-25% THAN 25% TOTAL

Extra-Large PHAs 3 E: 2 3 P 5 3 23
N

Large PHAs 24 17 5 14 . 7 20 48 131
™)

Medum PHAS 2 22 3 19 10 34 4 265
)

Small PHAs 778 299 3t 235 i % LO10 2,834
™)

All PHAs 230 339 130 27 130 350 LA 3,253
™)

* Capitated payments replace operating and accrual modernization funding, backlog moderization fundmg allocated by CGP,
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AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AUTHORITIES

Table 352

BY PHA SIZE AND REGION

' FMR-Based Payment Formula After Five Years

PROJECTED PROJECTED PERCENT DIFFERENCE
CAPITATED PES + CGP
+ FORMULA* FUNDING DIFFERENCE CURRENT BASELINE~*
Extra-Large PHAs $6,165 $5.14% 1344 8.3% {11.6%}
Northeast 5.80% 5.A2¢ {305} {5 5% 114151
South 350 5,294 535 10.5% Ey AL}
Central 6.695 7,518 (323) CIE9) {24.19%)
West 3857 5071 3786 TATR 65.0%:
Large PHAs $HBI6 $4.227 $38% 43% £5.6%)
Northeast 4,865 4588 323y 16.5%) 123 895
South 4384 5543 £4] fi2% £3.8%)
Central 5594 4,Hs (154 (3.6%} (23.8%)
West 6,930 4,380 2,500 0% RO
Medium PHAs $4,606 53,398 51.26% 38D% 25.5%
Northeast 4,129 3,311 387 4T SE%
South 4408 3,108 1000 32:2% B 8%
Ceniral 4394 3564 510 I7.68% 4%
West THFT ZA07 3456 95.7% L2.0%
Small PHAs $3.426 52068 $458 154% (339
Northeast Jed2 2.0%6 HR6G 2324 3 7%
South 3,311 2500 45 1429 £4.7%%
Central 2540 2718 735 8.3% {2 3%}
West 5,182 43187 1.00% 40% T &%
Total PHAs $4,788 £4,57% 105 4755 4.9%)
Northeast 5420 3,060 {0y E0L8%4 (HHS
South 4252 L 343 6% 12,393
Central 4508 5613 {E0S) Q3% (ERA%}
West 5,933 e 26HM B23% 3%

* Caprfated payments replace operating and accrual modermzation fundmg, backlog modermzation funding allocated by CGP

** Brom Table 3 38
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4. FEASIBILITY AND IMPACTS OF A CAPITATED PAYMENT SYSTEM

The financial simulations reported 1n Chapter 3 provide estumates of the impacts of
alternative capitated payment schemes on the distribution of federal funding among PHAs. This
chapter builds upon these results to explore some of the implementation issues posed by a
prospective, capitated system for funding public housmg. To do so, we have drawn upon the
opinions of knowledgeable individuals in the field of public housing about the apphcabulity and
possible mmpacts of a prospective, capitated funding system. Thirteen experts on PHA
management and funding -- including thiee PHA duectors, four HUD officials, three public
housing advocates, and thiee PHA management consultants -- were mterviewed about the pros
and cons of a system that funded PHAs in advance for anticipated operating and modernization
costs, and that based payment levels on the number and chatacteristics of households served
rather than on the number and characteristics of housing umits 1n a PHA’s inventory These
interviews explored the capacity of PHAS to reduce vacancy rates and to balance operating and
modernization needs, the mcentives HUD mught provide to promote better quality public housing
services, and the applhcability of various operating cost standards to the public housing

envionment.?

Overall Impacts

Congress’ mandate that HUD conduct an analysis of prospective, capitated funding
alternatives 1eflects concerns that the PES may not be working effectively Issues of funding
adequacy and PHA efficiency were reviewed 1n Chapter 2 of this report, but, in addition, our
selective sample of PHA experts were asked to identify problems with the PFS that should be
addressed by alternative funding systems

The primary problem cited by most of the tespondents ts that the baseline PES estimates
of the cost of operating a well managed PHA are out of date, and that the PFS has not evolved

to account for major changes in the public housing tenant population and in the operating

% Responses to the expert interviews are synthesized here, to provide an overview of the range of assessments and opinions that were
eapressed, specific responses are not attrbuted to particular individuals
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environment. For example, respondents cited problems of crime, drugs, and security that have
substantially increased costs for PHAs but that have not been balanced by wncreased funding
because these factors are not well 1epresented in the PES  One respondent characterized this
problem as being "locked in time." In addition, several respondents indicated that the baseline
data for PFS were fauity for some PHAS, so that funding levels were never adequate, even before
conditions began changing

For respondents whose primary concern is that the operating environment for PHAs has
changed radically since baseline costs were computed, adjusting subsidy levels to reflect actual
costs 18 the highest priority for reforms to the existing funding system. Regardless of whether
payments are made on the basis of households served or housing units under management, new
baseline data are needed to reflect the costs of public housing operations. In addition, these
respondents recommended that HUD should be mowe receptive to claims by PHAs that some
costs they neur are beyond thewr control, and less reluctant to adjust payment levels when there
is compelling 1eason to do so. It was suggested that a systematic review mechanism or formal
appeals process would be appropriate to help resolve cases 1n which PHAs believe that a foimula
provides madequate resources. +

Other respondents expressed concerns about incentives for efficiency under the PFS. One
indicated that under the existing formula system, PHAs have no incentive to save money, collect
rents, or aggressively market thewr units. Another suggested that there was’a definite need to
curtail payment of subsidies for vacant units, 1n order to encourage PHAs to achieve higher
occupancy rates 1n their inventorzes. However, only one of the respondents saw the prospective,
capitated payment concept as a solution to the problems of the current system This individual
argued that under a capitated systém PHAs would start to operate like traditional private sector
management, delivering housing services more efficiently. Other respondents, however,
expiessed a preference for incremental improvements to the PFS rather than replacing it with an’
entirely new funding system. One of the prunary reasons given for retainng the existing system
was that a capitated approach would not work unless very good management was 1n place, and
that many PHAs would not be able to handle the flexibihty such a system offered because

capitated funding would not change attitudes enough to produce strategic planning.
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Although the PES is in many respects a prospective payment system, 1t does allow some
after-the-fact rexmbuisement for actual costs. A capitated payment system might be implemented
in essentially the same way as the PFS; with federal payment levels estimated at the beginning
of the year, and with himited opportunities for adjustments at year end  Alternatively, under an
FMR-based system like those analyzed imn Chapter 3, a PHA mught be allocated the modernization
component of its federal subsidy at the start of the year, while the capitated portion of the.
payment was provided monthly on the basis of households 1n occupancy. In othei words, FMR-
based payments for public housing would be moie comparable to subsidy payments to private
landlords-under, the Section.8 Certificate and Voucher programs. Do

Respondents were asked to identify the advantages and disadvantages of a fully
prospective funding system, in which no after-the-fact adjustments for actual operating costs were
provided by HUD. In general, respondents were highly skeptical of such a system, prunarily
because of utuity costs. Utility costs, which represent a very large cost 1tem 1n some PHAS, are
difficult to predict and aie not easily controlled by management Buildings that are centrally
metered provide hittle opportunity for conservation measures, and utility costs sometimes rise
precipitously and without warning  As a result, several respondents felt that a purely prospective
payment system would have a devastating effect-for some PHAs.

Several respondents pomnted out that PHAsS aie completely dependent on the fedeial
government for the funds needed to operate and maimntam public housing; they have no other
major resources to make up the difference 1if HUD funding falls short of actual expenditures.
One respondent made this point by indicating that 1f PHAs could not obtain reimbursement for
actual costs incurred, they-would have to reduce or postpone services to make up the difference.
And another respondent argued that private landlords have equity investors with outside resources
to draw upon if they face-short-term cash flow problems, but that PHAs do not have anyone but

the federal government to perform this function.

Capital Improvements

If all federal funding for public housing operations and modernization were combined 1nto
a single, undifferentiated federal payment, PHAs would have to make their own allocation

decisions about appropnate levels of spending for opeiations, 1outine maintenance, ongoing
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capital improvements, and modernmization of dilapidated or obsolete properties. Respondents wete
asked whether this would result 1n better public housing quality, and whether they thought PHAs
had the capacity to make strategic trade-offs between short-term and long-term spending options.

Most respondents argued that HUD should retain a separate funding allocation for
modernization, or at least for the backlog portion of modernization. They felt that, at the nattonal
level, folding modernization and operating funds together would ultimately resunlt i a reduction
of overall funding levels Similarly, several respondents said that at the mndividual PHA level,
funds for modernization should be kept separate so that they are not "eaten up" by mevitable
mncreases 1n operating costs. Some respondents felt that, although backlog modernization funding

should definitely be kept separate, once a PHA had all its umts up to standard condition, it

' should be required to establish a replacement resefve and fund this reserve out of its iegular

subsidy payment.

Most respondents indicated that if PHAs were given more latitude about resource
allocations, they would spend more on annual wmt mspections and follow-up, deferred
mamtenance, and vacancy prepaiation, and would probably spend less for major capital
mprovements Some windicated that they would perform more preventive maintenance to reduce
costs in the long run, but others expressed concern that short-term operating problems that are
underfunded (such as secunity and drug elimination) would "suck money out of modernization
iesources.”

Almost all the respondents expressed doubts about the capacity of PHAs to plan and
prioritize effectively. One iespondent argued that planning for routine maintenance versus caprtal
improvements requures a long-term perspective that Executive Durectors and Boards typically do
not have; another respondent claimed that the natural tendency of PHAS 18 not to plan, even if
forced to; and a third characterized most PHAs as being poor managers, stating that people
running PHASs are not sufficiently qualified to make good decisions about short-term versus long-
term spending trade-offs.

As discussed earlier m this report, a capitated funding system for public housing could
continue to make payments for backlog modernization needs (or for all modernszation needs) on
the basis of the physical attributes of a PHA’s mventory, while subsidies for operating costs

would be provided on a capitated basis. Respondents expressed great uncertamty about how
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major capital improvements would be financed by PHASs if they received all funding in a single
stteam of monthly payments from HUD rather than separate allocations for operating expenses
and moderization costs. For PHAs with significant backlogs of modermization needs, this could
be a major problem, since large amounts of funding are required to undertake comprehensive
work. If the backlog modernization needs were funded separately, however, the problem of

financing capital inprovements would be moie manageable.

Occupancy Incentives

The concept of a capitated funding system ieflects the notion that it 15 metficient to
provide PHAs with operating subsidies for umits that aie not occupied. Such a system would
create strong mcentives to increase the number of units that were occupied, but for these
mcentives to be effective, the payment system also has to provide the financial resources to
achieve increased occupancy. In general, respondents felt that a system which created financial
penalties for vacant units would cause housing agencies to place a higher priority on vacancy
management and turnover to stabilize thewr mcome stream However, not all PHAs would be
successful in reducing vacancy rates, particularly if therr vacancies were the iesult of market
conditions rather than management practices.

Most respondents agreed that a funding system that made no payment whatsoever for
vacant units would make it unpossible to modernize public housing, and that the result would
be a serious decline in public housing conditions Without modernization funds, vacant units
would remain vacant, with no way to restore them to reasonable condition. Respondents argned
strongly that it takes money to reduce vacancies, and that PHAs should get this money unless 1t
15 clear that vacant units should be removed from use A system that continued to provide
funding for backlog modernization on the basis of per unit needs, 1n conjunction with capitated
payments for operating costs and accrual modermzation needs, could provide both the mcentives
and the resources to mcrease occupancy. In fact, as illustrated by the "future simulations”
presented in Chapter 3, PHAs that increased the number of occupied umits gradually would
experience mncreases in funding levels under suc}} a system, because of the increased number of

households served
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Not ali vacancies are the result of modernization needs. Some are sunply vacant because
the PHA 1s slow in preparing them fo1 new occupants and mn renting them. Others are vacant
because there 1s no longer sufficient demand‘for them.”® Examples of this problem include
public housing eldetly units, particularly in communities where a large volume of Section 202
housing for the elderly was developed after the public housmng was built. Several respondents
indicated that PHAs should not be penalized for market problems of this type, unless there was
a mechamsm for retinng units that were no longer in demand However, 1t seems wasteful to
continue subsidizing units that are not 1n demand; a capitated payment system would encourage
PHAs to market vacant units more aggressively, convert them so that they match the
characteristics of households in need of affordable housing, or develop a plan for 1etiring them
from use. ‘ ¢

Most respondents also argued that even when a unit 18 temporarily vacant, there are costs
assoclated with 1t, and that PHAs should receive some funding for mamtamning and opeiating
vacancies, even 1if at a ieduced level. Adjustments to the capitated funding concept could be
responsive to this concern, including partial subsidy payments for vacant umts, full payments for

a limited number of vacancies, or full payments for a limited duration.

Variattons 1n Public Housing Costs - ’

As discussed i Chapter 3, any formula system for estunating appropriate payment levels
to PHAs must rely on benchmarks of reasonable costs to deliver decent quaiity housing to public
housing residents. Using historical data from PHAs themselves 1s problematic because PHA
expenditures have been governed for so long by the PES, that historical data s more likely to
reflect how much funding has been available rather than how much 1s actually needed for
efficient management. We asked respondents for thetr assessments of two alternative sources of
data that might seive as benchmarks for PHA operating costs -- operating costs i privately
owned multifamaly projects, and the Fair Market Rents (FMRs) paid to pitvate landlords who rent

existing units to HUD subsidized households.

25 For data on the reasons for vacancies m public housing, see US General Accounting Office, Public Housmg Vacancies and the
Related Impact of HUD’s Proposal to Reduce Operating Subsidies Washington, DC US General Accounting Office 1985

108



Several respondents felt that no direct comparisons with operating costs for private
multifamily projects would be appropriate. They argued that very few costs are similar for PHAs
and private property owners, describing these two types of housing as "entirely different worlds."
Other respondents, however, expressed the opposite view, suggesting that private sector operating
costs would reflect local costs well, and would be better than the current system.

The prospect of using EMRs as a benchmark for public housing costs also elicited mixed
reactions. Several iespondents had the same reaction to FEMRs that they did to private
multifamily operating costs -- namely that there are too many differences between public housing
and the private rental market. Some responder;ts thought that, at least in principle, FMRs would
be workable once public housing umts were modermzed; but that FMRs would not be adequate
(or fawr) for PHAs with significant backlog modermzation needs. In addition, there was some
concern that FMRs are not always set to reflect actual market conditions properly, and that FMRs
might not adequately cover utility costs during periods when they ate mcieasing rapidly

Because of the widely expressed view that neither private multifamily operating costs nor
FMRs fully ieflect the costs confronting PHAs, we asked respondents to be specific about the
project characteristics, resident attributes, and other factors that make it S0 difficult and costly
to operate public housing. On this question, there was quite widespread consensus. Not all
1espondents named the same factors, but there weie no contradictory views expressed Public
housing project characteristics that increase operating costs include older buildings that have not
been modermzed, projects iequuring energy tmprovements, including buildings without mdividual
metering for utilities; family high rise buildings -- particularly those with elevators, and those
with very high population densities; three-story walkups with unsecured hallways; and other
buildings with serious design flaws. .

Respondents also expressed widespread agreement about resident characteristics that raise
the cost of operating public housing. In particular, housing delivery costs are thought to be
higher for large families with many childien, especially if the children are teenagers, or if the
families are headed by young single mothers; for overcrowded households; for families with
social problems, such as substance abuse; and for disabled or handicapped individuals, including

the very frail elderly.
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In addition, respondents cited a number of environmental conditions that raise the costs
of delivering public housing, and that are very difficult -- 1f not impossible -- for a PHA to
control. These conditions mnclude crime and vandalism in pubhic housing, or in the immediate
victmity; drug use and sales m and around a public housing project; madequate seivice provision
by local government; and social service needs of public housmmg residents, which -- according to
one respondent -- public housing agencies must addiess "by default."  Respondents also
indicated that HUD’s admunistrative 1equirements, and changing demands on public housing to
perform new functions (such as lead based paint abatement) make public housing management
moie costly than the private sector. On the opp(;site side, howevel, two respondents criticized
PHAs for having excessively large management staffs, for paying hagh salaries, and for providing
excessive employee benefits, all of which inflate the cost of public housing unnecessarily.

A capitated payment system supplemented by funding for backlog modernization needs
(or for total modernization needs ) would address some, but not all of these concerns. Under
such a system, PHAs would continue to, receive modermization funding to 1eparr and renovate
older buildings that are in poor condition, or that require replacement of major systems, as well
as buildings with Ser1ous design flaws. Moreover, under the FMR-based approach analyzed m
this report, PHAs would recerve more operating funding for larger families than for small
families or for individuals. However, an FMR-based funding system would not reflect higher
costs that might be associated with particular building types (such as elevator buildings or three-
story walkups), it would not provide additional resources for the types of residents that have high
service needs (troubled families, frail elderly, and disabled), and it would not provide resources
for security costs. Some of these concerns could be addressed by a more fully specified capitated
payment system, if ieliable data were available to estumate the cremental costs of serving
different types of households or if HUD’s subsidies for the provision of housing services were,
explicitly supplemented by funding for social services and project security -

Currently, some PHAs are experiencing significant financial and management ptoblems,
and are m a financially distressed or troubled conditton. It may not be appropnate to,
automatically include these PHAs in a capitated payment system, without explicitly addiessing
their immedate financial problems. , If a capitated payment formula were under serious

consideration for implementation, 1ts imphcations for financially disttessed PHAs should be
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carefully evaluated. It 1s possible that these PHAs might fare better under a new formula,
particularly if they expenence costs that are not well represented m the PFS formula but that are
included 1n a capitated formula. On the other hand, 1t 1s also possible that PHAs that are
severely distiessed need short-term financial and technical assistance to tesolve then accumulated
problems before they can be expected to operate successfully under any nationwide formula

system

Monitoring and Ouality Control

A capitated payment system has the potential to create stiong incentives for PHAs to
mcrease the number of thewr umits that are occupied, and reduce the duiation of vacancies. In
principle, this would enable the public housing program to serve more households within the
constraints of 1ts existing inventory of units. However, a capitated system of subsidy payments
cannot guarantee that the quality of housing services delivered to public housing residents will
be adequate. Monitoring and quality control would remain just as signiftcant an issue under a
capitated payment System as under the cutient system.

Quality control 1s also an 1ssue where prospective and capitated payment systems have
been implemented in health care. An important difference between hospitals that ieceive
Medicare payments and PHAs that 1ecerve HUD subsidies 18 that Medicare patients can chose
any hospital, while public housing 1esidents lose then subsidy if they decide to move away This
suggests that one way to heighten quality control in public housing 15 to give the recipients of
services (the public housing residents) more control over the disposition of funding. Under a
capitated payment formula, there is a wide range of ways i which such a concept could be
mmplemented. The most modest approach would require that public housing residents be
represented on decision-making bodies that determine how funding would be allocated between
operating and modeimzation piiorities, and how modeimization funds would be utdized.

Most of the public housing expeits we interviewed argued for a limited resident role of
this kind. For example, several suggested that residents should be represented on decision
making boards or consulted by decision makers, but that residents should not have veto power
over spending and investment decisions Others suggested that 'they should be kept informed,

but that tenant mvolvement in decision-makmg might encourage shoit term temedies rather than
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strategic long term planning. One respondent suggested that residents would have to be educated
to participate effectively in the decision-making process.

A more radical approach would grant public housing residents the authority to withhold
the capitated payments HUD makes on their behalf if the quality of thewr housing was inadcqﬁatc.
Like private sector tenants who call a rent strike, public housing iesidents could have their
capitated payments held in escrow until they were satisfied with housing conditions Such a
scheme would wreak havoc with PHA planning for modernization 1f all funding were included
in the capitated payments, but 1f at least backlog modermzation funding were provided separately,
tenant control over the release of capitated payments for operating costs could create extremely

strong incentives for PHAs to make housing quality as well vacancy reduction a top priority.
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APPENDIX A: DATA SOURCES

+ All the data on PHA characteristics and funding levels used 1n this analysis were provided
by HUD from their automated information systems Figure A.1 provides an overview of the
various data sets used to construct a composite data base for analysis. HUD’s Fiscal Data Survey
(FDS) provided the master hist of Public and Indian Housing Agencies to be included in the
analysis. In addition, the FDS provided what HUD staff consider to be the most reliable measure
of each PHA’s s1ze, expiessed in terms of the number of units of tow rent public housing 1n their
wmventory. The FDS.covers 3,253 PHAs and IHAs that own low rent public housing units.
According to HUD staff, the only jurisdictions excluded from the FDS are Alaska, Guam, Puerto
Rico, and the Virgin Islands, These Agencies are typically excluded from standardized analysis
of PHA finances, either because they are outliers or because they operate under different subsidy
rules (or both).

The results of financial simulations provided in Chapter 3 are stratified to ieflect
variations i outcomes for different groups of PHAs. All results have been stratified by PHA
size. Specifically, PHAs and THAs have been classified into four gioups, using the standard size
categories routinely reported by HUD. Table A.l reports the number and percent of PHAS in
each size categoty The vast majority of PHAs -- 2,834 or 87 1 peicent are small -- with fewer
than 500 umts each. Only 23 (less than 1 percent) ate extra large, with inventories greater than
6,500 In between these two extiemes are 131 large PHAS, with between 1,250 and 6,500 unats
each, and 265 medium sized PHASs, with between 500 and 1,249 umts each.

In addition to the four size categonies, PHAs have been stratified by region, and metro
or non/metro location. These variables provide an indication of the geographic distribution of
PHAs, and the type of community in which they are located. Table A.2 presents the distribution
of PHAs 1n the fowm size categories across these descriptive vartables. PHAs from all size
categories are distributed essentially the same way across geographic iegions, with almost half
of all PHAs located 1n the South, 1oughly one quaiter located in the Central region, about 15
percent located 1n the North, and only about 10 percent located m the West Not surprisingly,
the distribution by metropolitan status varies gieatly by PHA size  Almost all of the extia large
PHAs (21 out of 23, or 91 peicent) aie located 1n metiopolitan areas, while the vast majoiity of
small PHAs (96 percent) ate located mn non-mefropolitan areas. Large and medium sized PHAs
fall between these two extremes, with 70 percent of large PHAs and 58 peicent of medium sized
PHAs located in metropolitan aieas.

Operating Subsidres. Data on operating subsidies paid under the PES were provided by
HUD i a file called SUBSIDY.DAT, extracted from the ROBOTS data base. Actual PES
payments for Fiscal Year 1989 provide the most current and complete measures of operating
subsidies to individual PHAs. These payments mcorporate after-year-end adjustments, and
include utilities as well as non-utthty operating costs  All but ten of the 3,253 PHAs and [HAs
n our universe appear in the SUBSIDY .DAT file, with non-zero values for PES payments. For
the ten mussing cases, operating subsidy values of zerc have been assigned. Table A.3 1epoits
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FIGURE A |
PHA PROSPECTIVE PAYMENT SYSTEM DATABASE STRUCTURE

Master PHA Source List File
Source Fiscal Data Survey
N = 3,253

Operating Subsidies
Source  Subsidy Dat !
N =3.248

Modernization Funding

Source Comp Grant. Dat :
N=3224

Vacancies )
Source Vacanctes Dat '
N = 3,127

Local Costs Adjustments
(R 8 Means Index)
Source PFS Dat

PHA HUD Base
Fair Market Rents N = 3,253
UT - Al
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Tenant Rent Centributions -
Source Rent. Dat

N=2909

Debt Service
Source PHDebt Dat
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Unit Size Distribution
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Table A.1

Public Housing Agencies by Size

Number of PHAs Percent*
Extra Large (over 6,500 units) 23 0.7%
Large (1,250 - 6,500 units) 131 4.0
Medium (500 - 1,249 units) 265 81
Small (under 500 units) 2,834 87.1
Total 3,253 100.0

*Percentages do not total 100% due to rounding
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Extra [arge

REGION
Northeast 5 (21.7%)
Cential 6 (26.1%)
South 9 (39.1%)
West 3 (13.0%)

TOTAL PHAs 23

METRO STATUS
Metro 21
Non-Metro 2

TOTAL PHAs 23

(91.3%)
(8.7%)

Table A2

40
23
55
13

131

92
39

131

Large

" (30.5%)

(17.6%)
(42.0%)
(9 9%)

(70.2%)
(29.8%)
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Dastribution of PHAs by
Region and Metro Status

Medium

60
61
102
42

265

155
110

265

(22.6%)
(23.0%)
(38 5%)
(15.9%)

(58.5%)
(41.5%)

Smali

310
864
1,399
261

2,834

123
2,711

2,834

(10.9%)
(30 5%)
(49.4%)

(9.2%)

(4 3%)
(95.7%)



Table A3

Final FY 1992 PFS Operating Subsidies
by -PHA Type and Region

PFS OPERATING

PHA TYPE FUNDS (millions)
Extra Large $1.141
Nottheast 562
South ~ 252
Central 285
West 4]
Large $578
Northeast 166
South 244
Central 108
West 61
Medum $235
Northeast 53
South 89
Cential 60
West 33
Small $305
Northeast 46
South 166
Central 60
West 33
Total PHAs $2.259
Northeast 828
South 750
Central 513
West 167

Note Subtotals do not add up to totals due to rounding
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the total level of operating subsidies provided to the PHAs included 1n the analysis, scaled up
to FY 1992 terms, as well as the distribution of fundmmg by PHA size.

Modernization Funding Values for the levels of modermization funding allocated to
PHAs and IHAs under the new Compiehensive Grants Progiam (CGP) were derived from data
i a file called COMPGRNT.DAT, extracted from HUD’s Comprehensive Grant Formula data
base These data reflect the final share amounts of backlog modernization funding and accrual
funding estimated as of July 1992 for every PHA using HUD’s modernization needs formula.
A total of 67 agencies that appeared wn the FDS file weie mussing from this file. These agencies
were assigned a value of zero for modernization funding.

Currently, only PHAs and IHAs with more than 500 units 1n their inventory are eligible
to participate in the formula-based CGP, PHAs with 250 to 500 units aie scheduied to be
mcorporated wnto the system, but smaller PHAs will continue to apply for funding under the
terms of the CIAP progiam. Neveitheless, HUD’s CGP foimula ptovides estimates of
modernization needs for every PHA and IHA, regardless of size, and will be used to determine
the total level of modernization funding allocated to small PHAs Therefore, we have used the
CGP shates to estimate backlog and accrual funding levels for the universe of PHAs as a basis
for comparing the effects of capitated funding alteinatives

Under CGP, a PHA’s modernization funding 1s determined by applyimng 1ts formula share
estimates for backlog and accrual modemization to the total national pool of modermization funds.
Each participating PHA’s share of available funds 1s determined by the needs-based formula. In
Fiscal Year 1992, $2.6 bidlion was made available for public housmg modernization to be
allocated among CGP and CIAP agencies. After adjusting for funds allocated to Alaska and the
tetritories, the total FY 1992 funding for PHAs in our analysis was $2.4 bidlion. As mdicated
cailier, we have used the CGP foimula shares to estimate public housing funding for all PHAs,
regardless of size.

PHAs participating i CGP receive a single annual grant, which may be applied to erther
backiog or accrual modernization needs as needed However, modeimzation formula shares are
constructed on the basis of a predictive analysis that considers these two souices of
modernization needs separately and, according to statute, half of the total funding for public
housing modermization is intended to address backlog needs, while half is intended to address
accrual needs. Therefore, we have constructed estimates of each PHA’s accrual modernization
funding allocation and backlog modermization funding allocation, as well as its total
modernization funding allocation under the CGP formula. An individual PHA’s accrual funding
allocation was calculated by applyming its accrual formula share value to half of the total funding
avairlable for public housing modermization at the national level. Cormrespondingly, a PHA’s
backlog funding allocation was calculated by applying its backlog formula shaze value to half of
the total funding available for public housing modernization at the national level. Table A.4
repouts the total level of modemnization funding provided to the PHAs included in the analysis
in FY 1992, as well as the distribution of funding by PHA size. As noted earlier, not every PHA
1s represented among the 3,253 mcluded in our analysis. Therefore, the sum of modernization
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Table A4

Final FY 1992 PHA Modermzation Funds
by PHA Type and Region

MODERNIZATION
PHA TYPE FUNDS (millions)
Extra Large $989
Nostheast 523
South 182
Cential 231
West 53
Laige $544
Northeast 153
South 207
Central 105
West 80
Medium $327
Northeast 71
South 114
Central 77
West 65
Small $545
Northeast 91
South 256
Central 133
West 65
Total PHAS $2,404
Noitheast . 838
South 758
Central 546
West 263

Note Subtotals do not add up to totals due to rounding

119




funding across analysis PHAs falls short of the total funding available, and the overall allocation
between backlog and accrual modernization diverges slightly from a fifty-fifty split. Specifically,
the PHAs in our analysis sample account for a_total of $2.4 bilion i modernization --
approximately $1.2 ballion attributable to accrual néeds and $! 2 billion to backlog needs.

Vacancies. A key factor for szmulating the impacts of capitated funding alternatives 1s
clearly the number (or share) of units that are vacant at any PHA or [HA, Ideally, one would
base a capitated funding system on a PHA’s total occupied unit months, not on a simple
occupancy rate calculated at a single point in time. To illustrate, a unit occupied for 11 months
out of a year should receive 11/12 of the funding provided to a unit that 1s occupied for a full
year. Unfortunately, reliable data on occupled unit months were not avardable for the universe
of PHAs and IHAs. Therefore, the analysis 1s limited to more basic estimates of PHA-wide
vacancy rates.

Data on vacancies were provided by HUD 1n 3 file called VACANCY.DAT, which was
extracted fiom the FORMS data base. This file specifically reports the total number of vacant
units recorded between 1989 and the summer of 199]. Unuts that were vacant at the time of the
count were included regardless of the reason for vacancy; so, for example, vnits 1 a bulding
about to undergo substantial modermization would be mcluded m the vacancy count. Vacancy
rates are calculated as the iatio of vacant units to total units, and the number of households
served by a PHA 1s calculated as the total number of umts minus the number of vacant umts.
We 1dentified 145 agencies that were included 1n the FDS file but missing from the VACANCY
file. For these agencies, a vacancy rate was umputed by assigning the aveilage vacancy rate for
agencies 1n the same size category and region.

Table A.5 reports the distributron of PHAs by vacancy rate and PHA size category. Extra
large PHAs are the most likely to experience high vacancy rates, while most smalli PHAs have
substantially lower vacancy rates Specifically, only 4 of the 23 extra large PHAs (17 percent)
have vacancy rates under 6 percent; almost half have vacancy rates above 15 percent, and 4 (17
percent) are more than 30 percent vacant. In contrast, 43 peicent of small PHAs have vacancy
1ates under 6 percent, and only 11 peicent have moie than 15 percent of thewr units vacant
Among large and medium sized PHAs, about half have vacancy rates under 6 percent, and 9 to
16 percent have more than 15 percent of their units vacant.

Note that we have not made a distinction between short-term versus long-teim vacancies,
between wmdividual units vacant in buldings that are otherwise occupied versus boarded up
buildings, or between habitable vacancies versus vacancies that are awaiting modernization All
of these distinctrons are of course impoitant to the actual outcome of a capitated funding system,
but complete data on the characteristics and 1easons for vacancies are not available. Therefore,
vacancy rates used tn this report represent the share of all units in a PHA’s mventory that were
vacant for any reason.

Local Cost Adjustments. Differences in local cost levels for individual PHAS aze reflected
by the R S. Means Index, which measuies temporal and cross-sectional variations in construction
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VACANCY RATE
0-5%
6-10%
11 - 15%
16 - 20%
21 - 30%
31% +

TOTAL PHAs

Extra Large

NLNES SO LI

23

(17.4)
(17.4)
@L7)
(17.4)

(8.7)
(17.4)

Table A5

Distribution of PHAS by

Vacancles

Large Medium
63 (48.1) 143 (54.0)
33 (25.2) 77 (29.1)
14" (10.7) 20 (7.5)
12 9 2) 12 (4.5)
T (5.3) 10 (3.8)
2 (1.5) 3 (1.1)

131 265
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1,214
< 819
- 490
107
{18
86

2,834

42 8)
(28.9)
(17.3)
(3.8)
(4.2)
(3.0)




costs. This mdex is used by HUD 1n computing modernization funding needs under the CGP
formula  An alternative cost adjustment variable was also considered for this analysis.
Specifically, HUD uses the local government wage index produced by the Bureau of Labor
Statistics to adjust operating subsidy estimates under the PFS.

Farr Market Rents. Local Fair Market Rent (FMR) values for various sized units wete
Iinked to PHA 1dentifiers by Abt Associates Specifically, for each PHA, the Abt file provided
1990 values of FMRs for efficiency units, one-bedroom units, two-bedroom units, three-bedroom
units, and four or more bedroom units.

Tenant Rent Contributions. Data on rents charged to public housing residents were
provided by HUD 1n a file called RENT.DAT, extracted from the SORES data base. These data
reflect actval rent charges for Fiscal Year 1989, and provide the best available measure of
potential PHA revenue from tenant rent contributions. Unfortunately, 356 of the 3,253 agencies
that appear in the FDS file are missing from the RENT file It was not considered plausible to
assign all of these cases a tenant rent value of zero, nor was it acceptable to drop 356 cases from
the financial analysis. Therefore, tenant rent charges were imputed for cases 1 which these data
were mussing.  Specifically, agencies with missing tenant rent payments were assigned the
average per umt rent value for agencies in the same size category and region.

Debt Service. Data on the imputed value annual payments for the retirement of public
housing debt were provided by HUD 1n a file called PHDEBT.DAT, which was prepared for a
HUD analysis of public housing rent levels Although HUD no longer makes payments under
the Annual Contributions Contracts (ACCs), these imputed debt service values 1eflect HUD’s best
estimates of what the federal government would be paying on debt service on all debt mcurred
through 1988. The true 1mputed cost to the federal government of public housing debt service
18 actually somewhat higher than these estimates, due to capital costs incurred since [988.

Unit Size Dustribution Data on the distribution of public housing units by unit size
(number of bedrooms), wete provided by HUD 1n a file called PFS.DAT, which was extracted
from the Comprehensive Grant Formula data base. For each PHA, these data report the percent
of umts that have more than three bedrooms and the percent of units that have more than two
bedrooms. Using these variables, we calculated the number of uvnits with three or more
bedrooms, the number of two bedroom units, and the number of efficiency and one-bedroom
units.

Resident Characteristics i Public Housing Agencies. For a subset of PHAs, data on
iesident chaiacteristics were extracted from HUD’s Multifamily Tenant Characteristics System
(MTCS). This data base provides information at the individual household and project level, and
iesident attributes were aggregated to the PHA level by HUD staff Specifically, estimates of
average household size, average household income, share of households headed by a single
mother, and share of households on welfare were provided for all PHAs with greater than 500
umts. Small PHAs are not mncluded 1n the MTCS data base.
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APPENDIX B: COMPUTATION OF PAYMENTS
UNDER ALTERNATIVE FORMULAS

Base Case Funding Levels

{. Fo1 each PHA, apply the ratio of the FY 1992 Performance Funding System (PFS) total over
the FY 1989 total, to each agencies’ formula payment in FY 1989

2. For each PHA, apply the Compiehensive Grant Program (CGP) formula shares to the total
FY 1992 pool of CGP funding to determine the PHA’s allocation for backlog and acciual
modernization needs.
a. Total 1992 funding for public housing modetnization under CGP and CIAP 15 $2.6
bulion, $2 4 of which was allocated to agencies mm our analysis,

b. According to statute, half of the total modermzation funding 1s for accrual needs
and half is for backlog needs

C. A PHA’s accrual modetmization funding 15 computed as accrual share times half
of total modernization funding available

d. A PHA’s backlog modernization funding is computed as backlog share times half
of total modernization funding avadable.

e. A PHA’s total modermization funding 18 computed as'backlog funding plus accrual
funding

3. For each PHA, add 1992 operating funding plus total 1992 modemnaﬂon funding to ainve
at base case funding level

4. For each PHA d1v1dc by the total number of units to yield current average per unit funding

levels,

Formula Al. Total Curient Pool of Operating and Mod Funds Allocated Equally Across
Occupred Unats

[. Sum across all PHASs to arrive at a total 1992 pool of operating and modeinization funds

2. Sum across all PHAS to arrive at the aégrcgéte number of households served (occupied units).

3 Divide the total 1992 pool of operating and moderntzation funding by the aggregate number
of households served to yield a constant payment level per household.
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4. For each PHA, multiply the per household payment level times the number of households
served (occupied units) to yield the formula Al payment
5. For each PHA, divide the formula Al payment by the total number of units (occupied or
vacant) to yield average per unit funding under the formula. .

Fo;mula A2- Corrent Pool of Operating Funds plus Accrual Portion of Mod Funding Aljocated
Equally Across Occupied Units; Backlog Portion of Mod Funding Allocated by CGP Formula

1 Sum across all PHAS to arrive at a total 1992 pool of operating funds plus the accruval portion
of modernization funds

2. Drvide the total 1992 pool of operating and accrual modernization funding by the aggregate
number of households served (from Formula Al), to yield a constant payment level per
household.

3. For each PHA, multiply the per household payment level times the number of households
served (occupied units), to yield the capitated portion of the formula A2 payment.

4. For each PHA, add the backlog portion of curtent modernization fundmg (calculated under
the CGP formula) to the capitated payment to yield the total formula A2 payment.

5 For each PHA, divide the formula A2 payment by the total number of anits (occupied or
vacant) to yield average per unit funding under the formula

Formula A3: Current Pool of Operating Funds Alloczited Equally Across Occupied Units;
Modernization Funding Allocated by CGP Formula :

[. Sum across all PHAs to arrive at a total 1992 pool of operating funds.

2. Drvide the total 1992 pool of operating funding by the aggregate number of households served
(fiom Formula Al), to yield a constant payment level per household. ‘

3 For each PHA, multiply the per household payment level times the number of households
served (occupied units), to yield the capitated portion of the formula A3 payment.

4  For each PHA, add modernization funding (calculated under the CGP formula) to the
capitated payment to yield the total formula A3.payment.

5 For each PHA, divide the formula A3 ;;ay}nent by the total number of units (occupied or
vacant) to yield average per unit funding under the formula.
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Formula B1: Total Current Pool of Operating and Mod Funds Allocated Among Occupied Units,
with Payment Adjusted by Local R.S. Means Index

. Normalize the values of the R.S. Means Index so that the average across PHAs (weighted by
number of occupied umits) 1s 1.0.

A Calculate the average of R.S. Means Index values across PHAs, where each
' PHA’s Index is weighted by the number of occupied units. -

b. For each PHA, divide the raw Index value by the weighted average value to yield
a normalized ndex value.

2. For each PHA, multiply the capitated payment calculated undel Formula Al by the
normalized 1index value to yield the Formula Bl payment,

3 For each PHA, divide the Formula Bl payment by the total number of vnits (occupied or
vacant) to yield average per umt funding under the formula.

t

Formula B2: Current Pool of Operating Funds plus Accrual Portion of Mod Funding Allocated
Among Occupled Units, with Payment Adjusted by Local R.S Means Index, Backlog Portion of
Mod Fundimmg Allocated by CGP Formula

I. For each PHA, multiply the capitated payment calculated 'under Formula A2 by the
normalized R.S. Means Index value to yield the capitated pottion of the Formula B2 payment

2. For each PHA, add the backlog portlon of current modernization funding (calculated unde1
the CGP formula) to the capitated paymeit to yield the total formula B2-payment.

3. For each PHA, divide the Formula B2 payment by the total number of units (occupied or

vacant) to yield average per umt funding under the formula

Formula B3: Curnient Pool of Operafing Funds Allocated Among Qcecupied Units, with Pymént
Adpusted by Local R S Means Index, Modernization Funding Allocated by CGP Formula

1. For each PHA, multiply the capitated payment calculated under Formula A3 by the
normalized R.S Means Index value to yield the capitated portion of the Formula B3 payment

2. For each PHA, add current modeinuzation' funding (calculated under the CGP foimula) to the
capitated payment to yreld the total formula B3 payment.

3. For each PHA, divide the Formula B3 payment by the total number of units (occupied or
vacant) to yield average per unit fundmg unde: the formula.
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Formula Cl: FMR-based Payment Replaces all Curient Operating and Modemization Funds

[. For each PHA, inflate 1990 FMR values to y1eld 1992 values, using an average annual
inflation rate of 3.7 percent.

2. For each PHA, inflate 1989 values of tenant fent payments to yield 1992 values, using an
average annual inflation rate of 3.7 percent.

3. Foreach PHA, calculate total FMR-based rent revenue by multiplymg the number of occupied
units in each unit size category times the applicable FMR.

a. Estimate the number of occupied units in each size category by multiplying the
total number of units greater than three bedroom, two bedroom, and efficiency/one
bedroom times the share of all units that are occupied.

r

b. Muluply the number of occupied units in each s1ze category by the FMR for that
size category.

C. Sum across size categories to yield total FMR-based 1ent tevenue for the PHA.

4 For each PHA, calculate the federal FMR-based payment by subtiacting 1992 tenant 1ent
contributions and 1mputed debt seivice.

b

5. For each PHA, add 7 percent to the total est1mated FMR-based revenue to reflect
adminstrative fees.

6 For each PHA, this FMR-based payment represents the total Formula C1 payment.
7. For each PHA, divide the Formula Cl payment by the total number of units (occupied or

vacant) to yield average per vnit funding under the formula.

Foimula C2: FMR—based Payment Replaces Current Operating Funding plus Accrual Portion of
Mod Funding; Backlog Portion of Mod Funding Aliocated by CGP Formula

I.' For each PHA, add the backlog portion of cufrent modernization funding (calculated under
the CGP formula) to the FMR-based payment calculated under Formula C1 to yield the total
Formula C2 payment

2. For each PHA, divide the Formula C2 payment by the total number of units (occupied or
vacant) to yield average per unit funding under the formula
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Formula C3. FMR-based Payment Replaces Current Operating Funding; Modernization Funding

Allocated by CGP Formula

1. For each PHA, add curient modernization funding (calculated under the CGP formula) to the
FMR-based payment calculated under Formula C1 to yield the total Formula C3 payment.

2. For each PHA, divide the Formula C3 payment by the total number of units (occupled or
vacant) to yield average per unit funding under the formula.

Simulating Future Payment Levels: Base Case

1. For each PHA, fede1al payments for both operating and modernization costs are assuimed to
increase due to inflation at an annual rate of 3.7 percent.

a For the l-yea scenatio, increase federal payments to each PHA by a factor of
1.037.

b. For the 5-yeal scenario, inciease federal payments to each PHA by a factor of
1.037°.

Simulating Future Payment Levels: Capitated Payments

(Note: Formula C2 1s the basis for simulatng the future effects of a capitated payment system
This 15 the formula m which an FMR-based payment replaces current operating funding plus the
accrual portion of modermization funding, while the backlog portion of modernization funding
15 allocated by CGP formula).

1. For each PHA, inflate 1992 values of backlog modernization funds, using an avetage annual
wnflation rate of 3 7 peicent

a For the 1-year scenano, inctease backlog moderization fundmg by a factor of
1037 .

b. For the 5-year scenano, increase backlog modernization funding by a factor of
1.037%.

2. Por each PHA, inflate 1992 FMR values, using an average annual inflation rate of 3 7 percent

a. For the 1-year scenario, mciease FMRs by a factor of 1.037.

b. For the S-year scenario, mciease FMRs by a factor of 1.037°
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3. For each PHA, calculate an average (per household) tenant rent payment and 1nﬂate using
an average annual inflation rate of 3.7 percent. .1 - . ‘ .

a Average tenant rent payment s calculated as total tenant ient divided by total
occupied units. e
't
b. For the l-year scenario, mcrease:average tenant payment by a factor of 1.037.

c For the 5-year scenario, increase ‘average tenant payment by a factor of 1.037°,

4. Foi each PHA, construct estimated number of occupled units after one year under a capitated
System. . ’ - ‘ !

a. . For PHAs with vacancy rates under 6 ‘percent, number of 0ccup1ed units 18
unchanged. : . : .
b, For PHAs with vacancy rates between 6 and 10 percent, vacancy rate 1s reduced

by 5 percentage points, to yield the predicted number of occupied units.
c. For PHAs with vacancy rates between 11 and 30 percent, vacancy rate is reduced
by 2 percentage pomts,.to yield the predicted number of occupied units. -
d. For PHAs with vacancy 1ates over 30 percent, vacancy rate 18 multiplied by a
factor of 0.9525 to yield the predicted number of occupied unuts.
5. For each PHA, construct cstlmated number of occupied units after five years under a capitated
system.

a. For PHAs with vacancy rates undeir 6 percent, number. of occupted wonits is

unchanged.
b For PHAs with vacancy rates between 6 and 0 peicent, vacancy iate 1s ieduced

by 5 percentage pomts, to yield the predicted number of occupied unats.

C. For PHAs with vacancy rates between 11 and 30 percent, vacancy rate 1s reduced
by 10 percentage pomnts, to yield the predicted number of occupied units.

d For PHAs with vacancy rates over 30 percent, vacancy rate 1s multiplied by a
factor of 0.2375 to yield the predicted number of occupied unats.
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6. For each PHA, calculate total FMR-based rent revenue after one year and after five years by
multiplying the predicted number of occupied units (after one year and five years) times the share
of units in each size category times the applicable FMRs (inflated to one year and five yeats).

a Estimate the number of occupied units 1 each size category by multiplying the
share of units gieater than three bedroom, two bedroom, and efficiency/one

bedroom tumes the estimated number of occupied units after one year.

b Multiply the number of occupied units in each size category by the FMR for that
size categoly

C. Sum across size categories to yield total FMR-based ient revenue for the PHA.
7. For each PHA, calculate tenant rent payments after one year and after five years by
multiplying the average per household rent payment (inflated to one year and five years) by the

estimated number of occupied units (after one year and after five years).

8. Fo_r each PHA, calculate the federal FMR-based payment by subtiacting 1992 tenant rent
contributions and unputed debt service.

9. For each PHA, add 7 percent to the total estumated FMR-based revenue to reflect
administrative fees.

10 For each PHA, add the backlog portion of current modermzation funding (calculated under
the CGP formula) to the FMR-based payment to yield the total federal payment after one year
and after five years.

[1. For each PHA, divide the one year and five year payments by the total number of units
{occupied or vacant) to yield average per unit funding.
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